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TAIWAN -- KEY ECONOMIC INDICATORS 


Macroeconomic Indicators 1979 1984 1985 1986 1987est 
Macroeconomic Indicators Sze 


Population (mil., year-end) 17.48 19.01 19.26 19.45 
Labor Force (mil., year-end) 6.50 7.49 7.85 8.15 
GNP at current prices ($bil) 32.80 $7.31 60.17 72.62 
Real GNP Growth (pct, NT terms) 8.46 16.32 5.08 10.82 
GNP per capita ($000) 1.89 3.05 3.14 3.75 
Industrial Output (pct chg) 6.40 12.22 1.37 14.29 
Consumer Price Index 72.23 104.33 104.16 104.89 
-- percent change 9.76 -0.03 -0.16 0.70 


Exports (fob, $bil) 16.10 30.46 30.72 39.79 
Imports (cif, $bil) 14.77 21.96 20.10 24.17 
Current Account 0.18 6.98 9.20 16.11 
Foreign Direct invest. ($mil) 126.00 201.00 340.00 326.00 
Foreign Debt ($bil, year-end) 5.08 6.21 4.90 3.83 
Foreign Reserves ($bil, year-end) 2.00 16.46 23.49 47.56 
Average Exchange Rate (Nt/$) 36.00 39.61 39.86 37.76 


Origins of GDP, 1986 Components of Real GNP, 1986 
Pct Total Pct Chg Pet Total Pct Chg 


Agriculture S72 -0.99 Consumption 48.67 6.59 
'Mining 0.53 0.56 Fixed Investment 20.27 11.59 
Manufacturing 43.06 14.69 Inventories -2.41 -108.49 
Utilities 3.91 7.82 Government 14.67 4.18 
Construction 4.08 5.09 Exports 65.97 27.02 
Transport 5.95 6.71 Imports -49.75 24.27 
Commerce 13.71 9.30 Net Factor Income 2.58 64.24 
Other Services 23.04 6.97 Total 100.00 10.82 


Principal Exports, 1986 Principal Imports, 1986 


Electric products Electric Products 17.8 
Textile Products Chemicals 11.4 
Machinery Machinery 10.9 
Footwear Ag. Goods 9.2 
Toys, Sport Gds Crude Oil 8.9 


Mai Export Markets, 1986 Main Import Suppliers, 1986 


USA 28.6 Japan 34.1 48.8 
Japan 31.4 USA 22.4 14.1 
EEC $2.7 EEC 11.3 46.9 
- West Germany 58.1 - West Germany 4.7 34.4 
Hong Kong 14.8 ASEAN . 6.4 1.4 
ASEAN 16.0 Saudi Arabia 3.8 -33.0 


Principal Exports to U.S. -- Total $18.995 bil: Electric, 25.1%; 
Textiles, 18.1%; Machinery, 11.68%; Footwear, 11.4%; Toy/Sport Gds, 7.87%. 


Principal Imports From U.S. -- Total $5.416 bil: Agricultural Gds, 18.6%; 
Electric Protects, 17.37%; Chemicals, 16.75%; Machinery, 6.79%. 





SUMMARY 


Taiwan's economy surged 10.8 percent last year, the second best 
performance in a decade. Exports drove the expansion, rising 
30 percent to $40 billion, as the appreciation of the yen and 
the European currencies created new market opportunities for 
Taiwan's products. Aided by declines in international commodity 
prices, especially oil, Taiwan's trade surplus jumped nearly 50 
percent to $16 billion, contributing 5.5 percentage points to 
last year's growth. Domestic investment, static for five 
years, also began to surge toward the end of the year, as 
industry output expanded 14 percent and utilization rates 
reached new highs. 


The economy will continue expanding in 1987, with real GNP 
growth expected in the 8-10 percent range. The stimulus for 
the growth will be more domestic than external, however, as 
rising personal consumption expenditures and continued strong 
investment make up for reduced growth in the trade surplus. 


After four years of price stability, pressures are building for 
price increases in Taiwan, reflecting rising commodity prices 
and a 50 percent surge in the money supply caused by the 
doubling of Taiwan's net foreign assets to $46 billion by 
end-1986. To deflate these pressures, the authorities are 
permitting the currency to appreciate against the U.S. dollar, 
reducing barriers to imports and considering relaxing the 
island's foreign exchange and capital controls. 


In addition, Taiwan, concerned with the possible consequences 
of its $16 billion trade surplus with the United States, has 
made substantial improvements in the access of American goods 
and services to the Taiwan market, making product-specific 
tariff reductions; opening the market. for wine, beer and 
tobacco products; increasing procurement of U.S. products for 
Taiwan's major projects; permitting U.S. insurance firms to 
operate here; improving intellectual property rights 
protection; and other areas. 


These changes, combined with Taiwan's continued economic 
dynamism and the growing affluence of the Taiwan consumer, 
auger well for U.S. exports to Taiwan in the coming years. 
Some of the best prospects include the health, energy, 
environmental, information processing, communications, 
electronics, consumer and process controls markets. ,_. 


Note: All percent changes in this report are calculated in 
local currency terms over the same period of the prior year. 
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TAIWAN'S ECONOMY IN 1986 -- A BANNER YEAR 


Taiwan's economy surged in 1986, as real GNP rose 10.8 percent, 
the second best performance in a decade. This performance far 
exceeded the authorities' original 5.5 growth projection for 
the year, a projection made in the gloom of 1985's relatively 
lackluster 5.08 percent growth. The expansion accelerated 
throughout the year, with real GNP rising 8.47 percent during 
the first quarter, 9.15 percent in the second, 11.49 percent in 
the third and 13.94 percent in the fourth. With nominal GNP 
growing 14.4 percent during the year, Taiwan's 20 million 
residents now boast a US$72.6 million economy. Taiwan's 
US$3,751 per capita GNP is the third highest in Asia. 


Exports were the driving force behind the expansion, rising 30 
percent to $39.7 billion. Nearly 50 percent of Taiwan's 
exports went to the United States, as these shipments increased 
28.6 percent to $19 billion; in addition, exports to Japan rose 
31.4 percent to $4.55 billion and shipments to Europe shot up 
59 percent to $4.77 billion. The strong relative appreciation 
of the yen and the major European currencies was the main cause 
for this record export growth. On the import side, a 26.8 
percent fall in primary product imports, reflecting declines in 
oil and other commodity prices, allowed capital and consumer 
goods imports to rise 27 and 22.2 percent respectively while 
keeping total import growth down to 20 percent, to $24.2 
billion. The resulting 47 percent increase in the trade 
surplus, to $15.6 billion, contributed half of Taiwan's 10.8 
percent real GNP growth. 


The other GNP components also expanded last year. A 6.5 percent 
increase in real consumption expenditures provided another 30 
percent of 1986 growth. Buoyed by high utilization rates, fixed 
domestic investment recovered from its five year slump and rose 
11.5 percent during the year, including jumps of 14.8 percent 

in the third quarter and 23.3 percent in the fourth (over the 
respective periods in the previous year). Interest earnings on 
Taiwan's growing foreign exchange reserves ($46 billion by the 
end of 1986) pushed net factor income from abroad up 70 

percent, adding 1.2 percentage points to last year's growth. 


With exports the main source of growth in 1986, manufacturing 
contributed the lion's share of GNP growth on the supply side, 
increasing 14.5 percent. The agricultural sector as a whole 
contracted -0.2 percent in 1986, showing the impact of two 
typhoons on traditional farming activities but masking fairly 
strong growth in both the livestock and fishing sub-sectors, 
which rose 1.3 percent and 3.1 percent. Services, held back by 
relatively poor bank performances, rose 7 percent during the 
year, reducing the share of services in GDP to 42.6 percent. 
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1987 -- CONTINUED STRONG GROWTH 


The patterns of 1986 have spilled over into 1987, with first 
quarter GNP expected to show 10.5 percent real growth on the 
strength of a 34.4 percent increase in exports to $11.3 
billion. With utilization rates at a historical high of 83 
percent, investment too has continued strong, with real gross 
domestic fixed capital formation rising an estimated 20.8 
percent over its first quarter 1986 levels. 


For the year as a whole, we are expecting 8-10 percent real GNP 
growth, but this will be generated domestically rather than 
through a further sharp expansion in net exports. Despite the 
strong showing in the first quarter, export growth will slow 
down as the year progresses; we expect about a 16 percent 
growth in local currency terms for the year. This slowdown 
reflects: 1) the higher base in the second half of 1986; 2) 
fewer market expansion opportunities as the rise of the yen and 
the European currencies slows; 3) some lost sales to Korea, 
Hong Kong, Singapore and China, whose currencies remained 
essentially stable against the dollar while the New Taiwan 
Dollar (NT) appreciated 17.25 percent between January l, 1986 
and April 30, 1987; and 4) a slowing of orders later in the 
year since purchasers have been building inventories in 
response to the NT's appreciation. On the other hand, imports 
will expand more quickly than exports for the first time, 
rising about 17 percent for the year, as tariff reductions 
stimulate consumer imports, investment brings in capital goods, 
international commodity prices rise, the NTD appreciation makes 
imports more attractive, and purchases deferred because of the 
appreciation are made. Given the difference between the export 
and import base figures, however, the trade surplus will 
continue to expand, but this year will probably contribute only 
about two percentage points to forecasted GNP growth. 


Domestic consumption and investment should continue strong, 
however, making up decline in the relative importance of net 
export growth. As noted below, Taiwan's consumers have a 
new-found wealth; domestic consumption expenditures are expected 
to grow at least 7 percent in real terms this year. Investment, 
which traditionally lags up to a year behind export growth, 
should continue to rise through 1987. The private sector, which 
provides about 55 percent of fixed investment, is expected to 
use the profits generated by last year's export surge to renew 
and expand overutilized facilities. In the public sector, both 
state enterprise and general infrastructural investment is also 
expected to rise substantially. Finally, inventories, which 
were drawn down dramatically during 1985 and 1986 (de-stocking 
subtracted more than two percentage points from last year's 
growth), will probably swing significantly to the plus side. 
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The manufacturing sector will once again supply most of the 
growth, but services are expected to rise much more this year 
in response to increased consumer spending and a general 
improvement in conditions in the banking sector. 


PRICE PRESSURES -- THE HIDDEN TRREAT 


Inflationary pressures are the major cloud hanging over this 
otherwise rosy picture. Because of Taiwan's foreign exchange 
and capital control regime, Taiwan's expanding trade surpluses 
translate almost directly into increases in the money supply 
through increases in the island's net foreign assets. (Taiwan's 
net foreign assets stood at $46 billion at the end of 1986, and 
were $57 billion in mid-May, 1987.) As a result, the economy 
has seen a tremendous liquidity build-up. The broadest money 
supply measure, M2, has been growing at a 23 percent rate for 
the past decade, and now exceeds nominal GNP by 20 percent. 

This general build-up in liquidity has driven down interest 
rates, causing a shift to near-money assets: Ml is now about 50 
percent above its year-ago levels. Adding demand deposits 
outside the domestic banking system (mainly in postal savings 
deposits) to Ml brings the liquidity ratio to nearly 60 percent. 


So far, this excessive liquidity has not translated into 
observable price increases: wholesale prices have been falling 


for four years (dropping 3.35 percent in 1986) and consumer 
prices have been stable during that time, rising only 0.7 
percent last year. The decline in international commodity 
prices contributed significantly to this stability: import 
prices in November were down 18 percent from the year before; 
for 1986, import prices were 13 percent below their 1985 levels. 


We anticipate that domestic prices will rise substantially over 
their 1986 levels, with the increases being more evident later 
in the year. Commodity prices have firmed considerably since 
Sc ptember, and the relative depreciation of the NTD against the 
yen and European currencies has increased import prices of 
intermediate and capital goods from these areas. This may be 
offset by further reductions in Taiwan's import duties. The 
widening disparity between the wholesale and import price index 
already indicates that the latter's decline has been masking 
local price increases. Consumer prices are firming: in 
December, they were 2.7 percent above their year-ago levels. 
Finally, the pressures caused by excess liquidity have already 
begun to appear in the non-traded goods area: real estate 
prices, \hich are not included in the consumer price index, 
have repcrtedly risen 25 percent in the past four months. The 
stock market has risen 80 percent during the same period, and 
trading volumes have more than doubled. By year-end, wholesale 
prices will be about three percent above their year-ago levels, 
while consumer prices could be more than five percent higher. 
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ECONOMIC POLICY -- SHIFTING UNDER THE WEIGHT OF SUCCESS 


These building price pressures show the potential price of 
success of Taiwan's traditional economic policies: export 
promotion and strict control over financial flows. The success 
epitomized by the record trade surplus in 1986 has brought these 
two policies into conflict, as the trade surplus is translated 
into increases in the money supply. This has brought pressure 
on the currency, which until 1985 had been essentially stable 
at 40:1 against the U.S. dollar since 1960; it has been one 
factor in encouraging repeated reductions in duty rates (as 
recently as 1984, the maximum duty rate was 100 percent; it now 
stands at 58 percent); and it has stimulated the authorities to 
consider relaxing some of their controls over foreign exchange 
and capital movements. 


EXCHANGE RATES 


Despite some concerns about the potential impact on local 
producers of the NTD's 17.25 percent appreciation against the 
U.S. dollar between the beginning of 1986 and April, 1987, 
exports continue strong and export orders are at record levels. 
One reason for this is that the NTD has been falling against 
the yen and major European currencies even while rising against 
the dollar: during the past 16 months, the NT has fallen 18.95 
percent against the yen and 14.58 percent against the mark. 
This has helped expand Taiwan's total export market and has 
reduced Taiwan's export dependence on the United States from 50 
percent to about 45 percent during the first quarter of 1987. 
In addition, Taiwan's relative competitiveness has been boosted 
in that inputs imported from Japan or Europe are now less 
costly here than in Korea, Singapore, Hong Kong, or China, 
which depreciated much more against the currencies of these 
supplying countries. Finally, the appreciation has weakened 
inflationary pressures by directly reducing the amount of local 
currency injected into the economy through the trade surplus 
and by softening the rise in international commodity prices. 


FOREIGN INVESTMENT - A KEY TO GROWTH 


The Taiwan authorities have long seen foreign direct investment 
as a key to developing the island's economy. On a balance of 
payments basis, foreign direct investment in Taiwan between 

1951 and 1986 has totaled $2.3 billion. Total cumulative 
foreign direct investment approvals reached $5.93 billion by 
the end of last year, up 14 percent over 1985; U.S. firms 
account for 30 percent of the total amount. Approved investment 
is concentrated heavily in the electronics (30 percent), 
chemical (15 percent) and machinery (10.3 percent) industries. 
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UNITED STATES - TAIWAN TRADE RELATIONS 


Taiwan is the United States's fifth largest trading partner. 
Based on U.S. data, Taiwan's exports to the United States grew 
19.6 percent to $21.5 billion in 1986 (Taiwan data: $19 billion, 
or 48 percent of total exports). U.S. shipments to Taiwan rose 
16 percent to $5.2 billion. (Taiwan data records a 14.1 percent 
increase in imports from the U.S., giving the U.S. 22.4 percent 
of the import market, second to Japan's 34 percent share.) 


As a result, Taiwan now has the third largest bilateral trade 
surplus with the United States, up 20 percent to $16 billion in 
1986. This has been the cause of great concern to both parties, 
since Taiwan cannot afford a closing of the U.S. market and 
because the United States is interested in greater access to 
the increasingly affluent Taiwan market. In response to U.S. 
requests, Taiwan has reduced tariffs on a number of products in 
which U.S. firms are highly competitive and has removed import 
bans on other items; it has opened its market to U.S. wine, 

beer and tobacco products; and it has increased procurement of 
U.S. products, especially for a number of major projects. 
Protection of intellectual property rights has also improved. 
U.S. insurance firms are now expanding their operations in 
Taiwan, and the environment for American banks has improved. 
U.S. motion pictures will have better access to the market. 

And concerns over Taiwan's export performance requirements and 
duty-paying tables have been resolved. Overall, these measures 
have enlarged the access of local consumers to foreign products, 
and improved the investment environment here. 


TAIWAN'S NEW CONSUMER 


Last year's economic growth has underlined the new-found wealth 
of the Taiwan consumer. Per capita GNP for the island's 20 
million residents reached $3,751 in 1986, a nine percent real 
increase. Household income was up 14 percent to $11,770; 
disposable income was $10,725. Income is fairly evenly divided 
among the island's 4.4 million households. Taiwan's consumers 
already have an extremely high savings rate (the island's 37 
percent savings rate in 1986 was the world's highest), but 
perhaps because of this sudden increase in income, the marginal 
propensity to save in 1986 was an almost unbelieveable 60 
percent. (Savings accounts held by individuals have risen at a 
24 percent annual rate since 1976, and now stand at $46.6 
billion, or about $10,640 per household.) As a result, 
household consumption expenditures rose only 7.3 percent to 
$7,785. With rising incomes, consumer spending patterns have 
shifted significantly toward leisure activities: recreation and 
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entertainment expenditures now comprise 15.3 percent of total 
Outlays, nearly double the 1976 figure. About 80 percent of 
families own their dwellings; consumer debt is virtually nil. 


One reason last year's savings rate was so high was that 
consumers were deferring purchases in anticipation of increased 
access to imported goods following the NTD appreciation and 
tariff reductions. Duties and other taxes on imported products 
have traditionally been prohibitively high; at $2.1 billion in 
1986, consumer goods still comprise a very low 8.5 percent of 
total imports. But the ratio of consumer goods imports to 
total household expenditures has risen from 4.27 percent in 1976 
to 6.1 percent in 1986. Two examples show the growing consumer 
preference for imported goods. Foreign auto imports doubled 
last year to 33,000 units; most of these were "luxury" cars 
costing well over $25,000 to the local consumer (Japanese autos 
cannot be imported). And household appliance imports were up 
33.5 percent to $160 million. We anticipate the market for 
consumer imports will expand significantly in coming years, as 
incomes continue to rise, the number of two-income families 
increases, already high education levels improve, the number of 
Single wage earners increases, a greater proportion of income 
is spent and consumer lending rises. 


BEST PROSPECTS FOR U.S. EXPORTS 


U.S. firms will find major opportunities in the health, energy, 
transportation, environmental, information processing, 
communications, electronics, consumer, and process control 
markets. 


During the next six months, three hospital projects (the 
National Taiwan University Hospital, the Veterans General 
Hospital in Kaohsiung and the National Cheng Kung University 
Hospital) will generate medical equipment sales opportunities 
c= $100 million. By July 1988, additional medical service and 
equipment contracts in excess of $200 million should be 

signed. The National Defense Medical Center will spend $190 
million for design, construction and equipment purchases for an 
aerospace and a deepwater medical research institute. 


Over the next twelve months, Taipower plans to tender several 
projects of interest to U.S. firms. Bids for the $100 million 
flue gas desulfurization systems on Taipower's Hsinta plant are 
scheduled for July 1988. Six pump turbines, six motor 
generators and hydro mechanical equipment valued at $230 
million for the Ming Tan pump storage project will be tendered 
in September and December 1987; $60 million in conveyor systems 
and unloaders will be bid in June 1988. Taipower will automate 
its transmission control system over eight years at a cost of 
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$500 million, including $240 million in foreign procurement. 
Taipower will also spend $2.4 billion on four thermal power 
plants in Taichung; $510 million will be purchased from abroad. 


Environmental concerns are growing quickly, creating a new 
market for services and equipment. The American Institute in 
Taiwan will sponsor a seminar on industrial pollution in 
Kaohsiung, October 19-20. On September 2-3, Taipei will be the 
venue for a symposium on vehicular pollution control. The 
program and speakers for these events are being coordinated by 
Science and Engineering Associates, Inc., address: 1420 King 
Street, Suite 400, Alexandria, VA 22314, phone: (703) 549-8884. 
The American Trade Center in Taipei has also scheduled a trade 
show for U.S. pollution control equipment and environmental 
services in December. Taiwan's Bureau of Environmental 
Protection plans to install an island-wide pollution monitoring 
system. All bidders on the detailed engineering design contract 
are American; equipment purchases are likely to exceed $55 
Million. Between 1987 and 1993, Taiwan authorities plan to 
install twenty-two incinerators at a cost of $700 million. Over 
the next five years, 123 district and 129 small-scale sanitary 
landfills will be initiated at a budgeted cost of $314 million. 
Private sector firms are expected to spend heavily to monitor, 
control and pretreat their industrial discharges. 


Taipei and Kaohsiung are planning rapid transit systems. While 
Kaohsiung's project is still in the study stage, work on the 
Taipei system is well underway. The final project is expected 
to cost nearly $6.5 billion, including significant foreign 
procurements. Completion is targeted for October 1993. 
American Transit Consultants (Bechtel, Raymond Kaiser and 
Parsons Brinckerhoff) has been selected as the general 
consultant for the "heavy rail" lines while Daniel Mann, 
Johnson and Mendenhall is doing the "medium capacity" system 
(MCTS). Tenders for MCTS detailed system specifications are 
expected to be issued in September, 1987, with the MCTS 
construction contract anticipated around December 1987. In 
another transportation project, Taiwan Railway will invest $150 
million for line electrification, including about $50 million 
in foreign purchases. Equipment procurement will be by open 
tender through the Central Trust of China beginning in 1989. 


The Directorate General of Telecommunications (DGT) will spend 
some $2 billion over the next few years on an island-wide 
digital network system. Equipment procurement in 1988 is 
estimated at $351 million and $300 million in each of the 
following two years. Opportunities to market cellular phones 
and systems are expected in the near future. 
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In 1986, sales of U.S. computers and peripherals in Taiwan were 
estimated at $125 million. The import market should grow at a 
25-30 percent annual rate through 1990. U.S. suppliers are 
expected to capture 50 percent of this market over the next 
five years. The most promising end-users will be larger firms, 
educational and research institutes, financial institutions, 
public organizations and state-run enterprises. Sales of 
mainframes, small business computers, minicomputers, 32-bit 
microcomputers, and sophisticated peripherals will be brisk. 


As local plants modernize production facilities, imports of 
advanced industrial process controls (IPC) will jump, notably 
in the petroleum, petrochemical, chemical and electric power 
supply industries. U.S. IPC suppliers are expected to be in an 
excellent position to capture the growing market for 
electronic/felectric IPCs and computer-based control systems. 


The market for laboratory and scientific instruments, which was 
valued at $320 million in 1986, is expected 15-20 percent per 
year through 1990. The best sales opportunities for U.S. 
suppliers include analyzers, chromatographs, physical/chemical 
analysis instruments, and industrial hardness, strength, 
compressibility, and elasticity testing instruments. 
Prospective end-users are state-owned research organizations, 
educational research institutes, state-run enterprises and the 
chemical, food, electronics, computer-related, medical, and 
health-care industries. 


The market for imported home appliances should increase by 15 
percent annually from $163.5 million in 1985 to approximately 
$285 million by 1990. U.S. laundry machines and refrigerators 
are particularly competitive, while potential for other 
household appliances will improve if expected tariff reductions 
take place. The prime market is Taipei, followed by Kaohsiung, 
‘aichung and Tainan. 


The market for food processing equipment may be on the verge of 
a sizeable increase. The remarkable success of American-style 

fast food and the advent of modern supermarkets are expected to 
produce pronounced changes in Taiwan's food processing industry. 


The American Trade Center in Taipei will hold several "best 
prospects" shows over the next year: COMPUTEX computer show 
(6/87, with CETDC at the Taipei World Trade Center); Lasers and 
Optronics (9/87); AMPRO'87 U.S. Agents Show (11/87 in Tainan); 
Pollution Control (12/87); Home Appliances (1/88); Research and 
Development (3/88); Food Indusry (4/88); and COMPUTEX (6/88). 
U.S. firms are invited to contact AIT directly or through 
Department of Commerce district offices for more information 
about these events and other services which AIT can provide. 
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